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CHMN. SPITZER: Good afternoon. The
Commission will come to order.

This is the time set for the Special Open
Meeting Public Comment on the UniSource merger
application.

My name is Marc Spitzer. I'm the Chairman
of the Arizona Corporation Commission, and we are very
pleased to be in Tucson for this matter. We're always
pleased to be in Tucson, but particularly on a matter of
such great interest and significance to the people of
southern Arizona.

The Commission is a statewide body under
Article 15 of the State Constitution, and as such, we
strive to represent all citizens in Arizona, not just
those in Phoenix or in Maricopa County. Commencing when
the gentleman to my right, Bill Mundell, was Chairman of
the Commission, the Commission embarked on public
comment throughout Arizona, made a studious effort to go
to all four corners of the state in our role as a
statewide body. We continue that tradition this
evening, and we also, again, due to the importance of
this matter and significance of this case will be
conducting the proceedings here in Tucson.

I will say that first, in nature of what is

the purpose this evening, proceedings before the
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Commission are judicial in nature, and in many respects,
the rules of evidence and procedures applicable in
Superior Court or the Federal District Court apply to
our proceedings. There are parties to the case. Some
parties are the applicant and will always be a party,
and Staff of the Commission will always be a separate
party independent of the Commissioners, and that is an
important part to remember, that the Staff is a separate
party to this case. Independent of the Commission as
well, there are parties that intervene in the process
and they have status and are able during the course of
the proceedings and the course of the hearing to file
pleadings, to offer exhibits during the testimony
portion of the hearing. They can call witnesses,
cross—-examine witnesses. So in many respects, the
proceedings are judicial in nature.

However, given the status of the Commission
as a quasi-judicial governmental agency under the
Arizona Constitution, there is also a political
component to our proceedings, and the Public Comment
this evening from the people who are not parties to the
proceeding is important, is significant. And
particularly given the great importance of this
particular applicant and this particular application not

only to southern Arizona but the entire State of
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Arizona, this case is an interesting case to those who
have gone to our public docket and looked at the
testimony that's been filed so far as well as the
correspondence from all five Commissioners just
highlight the incredible complexity and importance of
this case.

The lawyers during the course of the hearing
will have their say. The Commissioners at open meeting
will vote on this matter and either approve the
application, amend the application, or reject the
application. But this evening is the time set for the
Commission and the Commissioners to hear from the people
of southern Arizona, and we are very pleased and excited
to do so.

Commissioner Mundell, do you have any
opening comments?

COM. MUNDELL: Thank you, Mr. Chairman.

I agree, and I appreciate your comments.
It's important that we get out of our offices in Phoenix
and go to the areas of the state that are impacted by
our decisions. And as you know and as you indicated,
since I have been on the Commission, we started that
policy of going to the communities that are impacted by
our decisions. So I look forward to hearing from the

people of Pima County and Tucson that will be impacted
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by whatever decision we make in this matter.

As I've said before, we know under the terms
of the application, there is a benefit to the
shareholders, a 30 percent premium. We know that there
is a benefit in compensation to the current executives
of UniSource. And as I've stated in other hearings on
this matter, I've asked the question and I will be
asking that question during the hearings that start next
Monday here in Tucson, and that question is what is the
benefit to the customers of UniSource and TEP, and why
is this acquisition in the public interest.

So again, I think it's important to hold
proceedings outside of Maricopa County, and we have made
arrangements for people to be able to participate
telephonically because not only does this decision
impact Pima County and Tucson, but people in Santa Cruz
County, Nogales, Mohave County, Kingman, Lake Havasu,
and a number of other communities throughout the State
of Arizona. So I look forward to the hearing on Monday,
and I will be participating and have a set of questions,
a number of gquestions.

And as you indicated, all the Commissioners
have filed letters in the docket seeking additional
information, because this is a case, as the lawyers like
to say, a case of first impression. There have been

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
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smaller acquisitions in other parts of the country, in
Michigan and Ohio and there is a current application
pending in Oregon, but this is a major, major issue, and
a case of first impression.

So thank you, Mr. Chairman. It's great to
be here in Tucson, Pima County.

CHMN. SPITZER: Thank you, Commissioner.

Commissioner Hatch-Miller.

COM. HATCH-MILLER: Thank you, Mr. Chairman,
and welcome to our Open Meeting. The seriousness of the
issue is attested to by the fact that there are five of
us here, so you have five out of five. |

As I look at this situation, on Monday we
start hearings, and we are not the only body that is
going to be looking at the reorganization of UniSource.
The Securities and Exchange Commission and the Federal
Energy Regulatory Commission as well are going to be
looking at whether this makes sense and whether this is
in the best interest of the public. And our job is to
be there for you to make sure that there are no hidden
issues, that we're not going to lose quality of service
or quality of having a company in our community that
we've relied upon for many, many years now, whether it
was called TEP or Tucson Electric Power or UniSource.
And we want to make sure that the quality of that

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
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1 service continues and that the rates are kept as low as
2 possible and that we move into the future in the best
3 possible way for Tucson, Pima County, and the rest of

4 the state that UniSource serves.

5 So again, thank you for being with us here

6 tonight. We appreciate you taking the time out of your

7 lives to contribute to this discussion and debate.

38 CHMN. SPITZER: Thank you, Commissioner.
9 Commissioner Gleason.
10 COM. GLEASON: Thank you. Good evening.

11 It's nice to see so many people out tonight.

12 As Commissioner Mundell said, this is a case
. 13 of first impression. Chairman Spitzer noted a while

14 back that one of his lawyer friends said that this is a

15 textbook case and will probably be going down in the

16 textbooks as to what happens because this is the first

17 time there has been a buyout of a public utility by the

18 private sector. So for that reason, we're all very

19 interested. We have done a lot of work. Everybody, I

20 think you will find them very well versed in what has

21 gone on in this case.

22 There are many, many factors and many wheels
23 within wheels in this case. Some of them are good, some
24 of them doubtful. Leveraged buyouts have in some ways
. 25 got a bad name, but there have been some very good ones
ARIZONA REPORTING SERVICE, INC. (602) 274-9944
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that have made the companies that after the leveraged
buyout were better companies than they were when they
started. But what we're looking for tonight is your
suggestions, the public's suggestions that next week
when the hearings are here that we can take to the
representatives of the companies, to our Staff, to all
the intervenors and we can ask those questions and get
answers. So we're, tonight what we're interested in
hearing your questions of what, what really you want us
to ask next week.

Thank you.

CHMN. SPITZER: Thank you, Commissioner.

Commissioner Mayes.

COM. MAYES: Thank you, Mr. Chairman. I
will just echo that it's great to be here. I think this
is our fifth public comment session on this matter.
We've been in Kingman and Lake Havasu, we've been in my
hometown of Prescott. Last night, we were in Nogales
and here tonight, and every place we have been we have
learned something totally new about this case, and
that's the value of that. I certainly expect to learn
something new tonight.

As Commissioner Mundell says, we have all
written letters to the docket about this. The letter

that I wrote asked a number of questions that I intend
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to seek the answers to in the course of the proceedings
next week and thereafter, including what would this
merger mean for the rates of the people who fall within
UniSource's service territories. In my hometown and all
over northern Arizona, folks have been hit with
extremely high rate increases on the natural gas side,
and naturally, they want to know whether a new company
would seek to impose rate increases after the rate
freeze is over in '07.

Beyond the promise not to change upper level
management, are there any intentions to do large-scale
outsourcing or outsourcing of jobs of any kind? What
kind of assurances would we be given about the company's
willingness not to degrade health care benefits for the
workers of the company, and what kind of commitment will
the, would hypothetically a new company have to continue
charitable giving in the various communities it serves.
And perhaps most importantly, what kind of continued
commitment to infrastructure growth would this proposed
new company have, especially given the highly leveraged
nature of the deal? So again, we have a lot of very
tough questions to ask and a lot of answers to get.

I would add that it really is important that
we have a lot of involvement from the community on this,
and toward that end, we are trying very hard to get next

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
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1 week's hearing at the very least on the Internet through
2 streaming audio, and I wish I could promise you right
3 now that we are going to have that done. Hopefully, we
4 will have an announcement to make tomorrow about that.
5 We had been trying to get a 1-800 number. I don't know
6 that we're going to get that, but hopefully we will at
7 least have it on streaming audio. And I think we have
8 made promises in every other town to get all the
9 documents in a public library, and I certainly think we
10 could get that here in Tucson. So anyway, I'm looking
11 forward to hearing what people have to say.
12 CHMN. SPITZER: Thank you, Commissioners.
. 13 We will now have public comment. If the
14 speakers upon my designation can identify themselves for
15 the record, spell their names for the court reporter who
16 1is preparing a verbatim transcript of your remarks, and
17 then proceed.
18 The first slip is Valerie Rauluk.
19 MS. RAULUK: Valerie Rauluk, R-a-u-l-u-k.
20 I'm a resident and a business owner in Tucson Electric
21 Power's service area.
22 One of the things my business does is design
23 programs and raise money for renewable energy and
24 distributed generation, so I know a little bit about the

[ 25

business that UniSource Energy is involved in. And in
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my capacity as the director of the Clean Energy
Corporation, what I have prepared for you and handed out
is detail on some conditions which I think might protect
my community from the increased risk of this proposed
buyout.

The goal of my proposed conditions are as
follows: Safe, reasonable, and adequate supplies of
power by means of a balanced portfolio of energy
resources, and the recommended means for achieving that
goal is insure and increase support for renewable
energy, distributed generation, and energy efficiency.
The written statement outlines some specifics about
this.

In the limited time that I have, what I
would like to do is I would like to speak first of all
as a person who has done dozens of leveraged buyouts,
some as an investor, and I know how quickly these deals
can go south in a volatile market. Also I'm speaking as
a person who grew up in Pittsburgh during the first
energy crisis and watched my community melt down,
something that it still hasn't quite recovered from.

And finally, as a person who has studied the energy
markets and has observed increasing volatility driven by
new technologies, outdated business models and worldwide

energy supply and demand trends. The.
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Bottom line is I am concerned that this
buyer may not be able to respond to these challenges in
a manner that will protect the well being and public
interest of my community. The buyer has said it's
interested in UniSource because of, and this is a quote,
"lower cost and less volatile coal-fired generating
resources." So does that mean that they will lock my
community into a single technology as the market is
exploding with alternatives, especially clean and
renewable ones? Does the focus on a monoculture of
strategies in a rapidly changing market contribute to
safe, reasonable, and adequate supplies of power for my
community? Time will tell. But without safeguards, if
this approach is not moderated, the wrong guess won't
just mean losses for investors or loss of face for
management. People will get hurt, and we know that's
the case because we have seen it happen in Chicago, in
New York, and in Europe when the power doesn't, isn't
available.

So I ask the Commissioners, is this the
right buyer for a public utility? 1Is this buyer
committed to a balanced portfolio? Do the new owners
have an open mind to the explosion of alternatives that
are unfolding, and not in the R&D labs but in the

marketplace right now? We need visionaries who can get
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things done. The well being of our community depends on
it. Can this buyer meet the challenge?

I congratulate the shareholders of UniSource
and the management. They got themselves a really great
deal. Now let's see 1f we can make a good deal for the
longstanding, long-time investors in this deal, the
ratepayers, the consumers.

In summary, I am suggesting support for and
investment in a diversified portfolio of energy
resources which includes renewable energy, distributed
generation, and energy efficiency.

Thank you, and that concludes my remarks.

CHMN. SPITZER: Commissioner Hatch-Miller.

COM. HATCH-MILLER: Thank you, Mr. Chairman.

Ms. Rauluk, thank you for coming tonight.
Very well presented, by the way.

You were mentioning the need for this
company to be able to respond to some of the portfolio
issues we have, and I know you're aware that UniSource
is really responsible for oversight of the world's
largest solar array, photovoltaic array. It kind of
goes back and forth between us and Germany. Right now,
we're in first place; next month, we will probably be
behind them. But it keeps growing.

Do you have any sense from what you have

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
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been hearing or any discussions you have had that there
is any potential that they would back away from that
kind of investment? Not just that, but investments like
that.

MS. RAULUK: First of all, it's still a
small part of power sales. Secondly, there's probably a
more useful strategy that could leverage private capital
by taking some of those resources and using them in
customer-sited generation in the form of a credit
purchase as APS has done, or an expansion of the Sunship
program as TEP has done.

Also in the marketplace, we have been
experiencing some resistance to distributed generation.
This is highly efficient fossil fuel based distributed
generation, so I would like to see some safeguards that
as they get into a more leveraged position, they don't
get a little more rigid about what kind of power
generation we can have in our community.

COM. HATCH-MILLER: That brings up an
interesting question. Would we be able to demand higher
requirements, environmental portfolio requirements as a
part of this reorganization under other than the
environmental portfolio standard itself?

MS. RAULUK: I think that is a condition the

Commissioners could attach to the buyout if they so
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choose. I don't know if that is the most important
thing. I think the whole idea of a balanced portfolio
and all the things that can be done to make sure you
have a balanced portfolio including the standard
interconnection agreements, reasonable and fair rates,
transparent process on how you really get distributed
generation is part of the mix in the resources.

COM. HATCH-MILLER: And are you finding that
there's some restrictions or limitations on the
homeowners, for example, that use photovoltaics as a
generation source?

MS. RAULUK: Well, in this area, we've had
some difficulties with the complexities of the program
when you are going to the small homeowner. It's a very
administrative heavy, complex process for most people to
deal with. Now, there have been improvements in it, but
I think we can take it to the next level, and frankly, I
would like to see it go beyond the 1 kilowatt,

2 kilowatt household size to why not 10, 50, 100
kilowatts. These can be done, and they can be done very
cost effectively leveraging private capital instead of
requiring the ratepayer to have the full burden of
paying for the renewable investment we can have in our
community.

COM. HATCH-MILLER: Right. And this is very

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
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obviously a complex discussion and may not be of
interest to all the members of the audience, but I think
it's important to look at. We are certainly both in
agreement, and I assume everybody on this panel is, that
we don't want to take backward steps for sure.

MS. RAULUK: Right.

CHMN. SPITZER: Commissioner Mayes.

COM. MAYES: Thank you for coming.

I think this may be more of a comment for
you to comment upon, but you raise an interesting point
which is to what degree would new management be
responsive to the need for renewable energy. And one
concern that I have is, you know, when you, if the
buyout or merger were to go forward, you add a whole new
layer of management. And the company has said, "Well,
we're going to keep the current management in place for
at least," I think they said five, at least five years.
But A, what happens after five years, and B, to what
degree does the layer above that management really
control things, and then if they've got to run things up
the flag pole.

I mean, one of the real advantages we have
as regulators have is we can call Steve Glaser or Jim
Pignatelli on the phone and say, "Hey, guys, what about

this proposal?"” I did that recently. I agree with you

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
WWW.az-reporting.com Phoenix, AZ




E-04230A-03-0933 PUBLIC COMMENTS - TUCSON 06-17-2004

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

19

that we ought to have, that TEP and UniSource ought to
increase its buydown program as APS, to the level that
APS has, $4 per watt. I called and asked if they would
be willing to do that, and they came to my office and we
talked about it, and I think they are and I think
they're going to move forward and bring it to the
Commission. But the question is to what degree could we
do that.

MS. RAULUK: Well, to tell you the truth, I
am not so concerned about the extent to which the new
investors would be involved in management, and I think
that you could make an argument that we're bringing in a
group of very sophisticated investors who might have an
interesting take on the emerging energy realities and
opportunities. So I'm not so concerned is it 80 percent
current management and 20 percent the new management and
what is the mix as much as there being a framework that
directs us towards a set of goals and a direction and
with real commitments attached to it so it's not just
words.

CHMN. SPITZER: And Valerie, I first want to
thank you for this wvery thoughtful presentation that you
have made.

MS. RAULUK: You're welcome.

CHMN. SPITZER: Being someone who was born

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
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in Pittsburgh, I will tell you, the air quality through
technology of Carnegie Mellon and some of the robotics
and some of the spinoffs is really, I won't say when I
was born, but it was smoky in the fifties.

MS. RAULUK: I remember.

CHMN. SPITZER: I think that's one of the
testaments to technology. And they moved away from the
0ld coal and steel foundry to find other ways to
generate wealth for the people, and that is the
presentation you are making.

For you and those in the audience, because
of our judicial role, we are more limited in the remarks
that we can make in response to proposals such as yours
or issues, but as my colleagues have already pointed
out, these materials, particularly in writing, are
extraordinarily helpful to us as we analyze cases and
then at hearing and subsequently Open Meeting articulate
our concerns to the parties. So this is exactly the
type of comment that is helpful.

I would suggest to you that the issue you
raised with regard to distributed generation is
important because we're now into the area of subtle
distinctions and subtle changes between the model we
have now and the LDL model. And the relationship

between the utility and those that create distributed
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generation is nuance and subtle, and a very tentative
signal from an investor in New York can send good
signals or bad signals to those in the streets who are
dealing, the engineering folks who are dealing with
distributed generation.

And because it is so subjective, that's, you
know, that's certainly an area I think we need to look
at, how engineers have historically liked the big power
plants because the accountants tell them that's the way
you build rate base in return to your shareholder. The
engineers like the big power plants because that is the
way it had always been done and they knew it works, and
there's maybe some legitimate concern with the future.
I think the thrust of your testimony is subtle
distinctions can be important.

MS. RAULUK: Yes, and if I may, Chairman,
the utilities can make money in an environment where
there's distributed generation and central station
models, and they are in many places. They're going to
make money a little differently, but they can make
money.

CHMN. SPITZER: Thank you very much.

Jeff Schlegel.

MR. SCHLEGEL: Jeff Schlegel,
S-c-h-1l-e-g-e-1.
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CHMN. SPITZER: Good to see you,
Mr. Schlegel.

MR. SCHLEGEL: Good evening. Thank you for
coming to Tucson.

My name is Jeff Schlegel. I want to thank
you for the opportunity to provide comment on this
important matter for the Tucson community.

I'm going to provide comments on behalf of
the Southwest Energy Efficiency Project or SWEEP on the
proposed reorganization of the UniSource Energy
Corporation.

SWEEP, the Socuthwest Energy Efficiency
Project, provides the following comments and
recommendations on energy efficiency related to the
proposal before you. SWEEP as you know is a public
interest organization dedicated to advancing energy
efficiency in Arizona and other southwestern states.
SWEEP is funded primarily by foundation, USDOE and
USEPA.

We are not an intervenor in this proceeding,
largely because of all the other balls we are juggling
in other forums before the Commission. However, we did
want to provide some public comments in this proceeding
before you.

SWEEP does not have a position pro or con on
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the UniSource proposed buyout itself. However, we have
observed that other parties and individuals have raised
concerns about potential risks related to the leveraged
buyout and the potential negative impacts on safe,
reasonable, reliable, adequate service for customers.
In the event that the Commission based on
its independent assessment, and I encourage you to be
very deliberate in that assessment, is considering
approving the proposed buyout, SWEEP recommends two
conditions in the handout that it gave you to help
insure value for customers in the community and to
increase the likelihood that the resulting buyout with
such conditions would be in the public interest, not
just in the interest of shareholders and management.
The first condition that we recommend is to
insure an increased support for energy efficiency.
Increased energy efficiency would result in lower total
cost for customers, a more diverse and less risky energy -
resource mix, increased reliability and reduced damage
to the environment. SWEEP continues to provide the same
recommendations we have before you in other forums, to
set goals to achieve energy savings of 7 percent of
total energy resources by 2010 and 17 percent by 2020
with energy efficiency programs and adequate funding to

achieve those goals.

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
WWW.az-reporting.com Phoenix, AZ




E-04230A-03-0933 PUBLIC COMMENTS - TUCSON 06-17-2004

10
11

12

14
15
16
17
18
19
20
21
22
23

24

L 25

24

We are currently working as you know on
energy efficiency issues with Tucson Electric Power,
UniSource, UNSE and other parties in several forums
before you. To its credit, Tucson Electric Power has
offered to increase energy efficiency funding from about
$1 million to about $3.3 million annually as part of
that proceeding, which we see as a valuable start. I
think as you are aware, we're, the SWEEP target for
funding is about one and a half mils per kilowatt hour
of retail energy sales which for Tucson Electric in 2005
would be about 14 to $15 million. So that's a
significant step along the way, but there's still a gap
there.

What we are recommending as a condition is
that the Commission include a condition in any approval
of the buyout to insure that the new owners increase the
commitment of TEP and UNSE to energy efficiency by
raising funding level and offering programs that would
benefit customers, the community, the electric system,
and the environment.

Now, the second condition is a very specific
condition that would help to do this. SWEEP recommends
that the Commission set aside $25 million of utility
capital for use as a revolving pool of capital for

energy efficiency investments in municipalities and
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schools. The utility capital pool would be revolving in
that it would be paid back through an additional monthly
payment on the customer utility bills, essentially on
the bill recovering for capital investments and energy
efficiency which would basically be perceived as an
alternative to capital investment in conventional
sources of power. The monthly repayment amount and the
repayment terms should be set at levels to provide the
customer with a positive annual cash flow based on the
estimated energy savings resulting from the measures
installed. A portion of the increased DSM program
funding which I discussed in the first condition should
be used to reduce or buy down the interest rate of the
utility capital pool for municipalities and schools. 1In
addition, the increased funding could be used to provide
technical assistance and to guarantee the recovery of
the utility capital in the unlikely event of customer
default.

On the back, I did a little color-coded
graph for you which basically shows the current utility
bill, what the new bill would be at the level of reduced
energy use through energy efficiency. The actual bill
that the customer would pay would be the same as it is
now, positive cash flow basically until such point that

the investment is repaid, and then the customer would
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pay at the new level. So it's a positive cash flow
approach using utility capital for customers who are
going to be around and able to repay this and for
customers who have no access to capital. Municipalities
have no current access to capital, and neither do
schools as you well know.

The benefits from this approach would accrue
directly to the community and its taxpayers through
reduced energy costs for municipalities and schools.
There are two examples of this in place. One, TUSD and
Tucson Water have such an arrangement, partly through a
proposal SWEEP made a few years ago. We weren't able to
get it with the electric or gas utility, but we were,
TUSD was able to negotiate with Tucson Water.

CHMN. SPITZER: Jeff, if I may, just so I
understand, and I had some dealings with school business
officers over the years, and it struck me, given you
have the Students First and you have the bond .finance,
and they're not as familiar with Students First. It's
new people working their way through the application
process. There's 100 years of history with the
municipal bonds, and the bond houses do a lot of the
spade work to take the burden off the business offices.

My first thought was some of the school
business officers would be reluctant because this is
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new, it is a form of indebtedness, but you had an
example with TUSD and Tucson Water. Were there any
hurdles in terms of statutory indebtedness or simple
reluctance by the TUSD business officers from engaging
in this type of transaction?

MR. SCHLEGEL: There was some uncertainty
about, with the TUSD/Tucson Water arrangement, and it
was new, So it was unusual and took a little while to
negotiate. But there is no indebtedness; it's not a
secured loan. It's a repayment of the investment that
the company is making. And so we're not really talking
about a secured loan here, and that is one of the
reasons we are proposing it only for these types of
customers currently.

CHMN. SPITZER: I am assuming the TUSD
attorneys signed off on this transaction?

MR. SCHLEGEL: Yes. They have been doing
this more than a year with Tucson Water. The other
example is Connecticut where the two utilities have a
positive cash flow program like this repayment program
for municipalities and small businesses.

That concludes my comments. Thank you.

CHMN. SPITZER: Thank you.

Commissioner Hatch-Miller.

COM. HATCH-MILLER: It's great to see you.
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Were you in Phoenix for the Industries of the Future
Conference?

MR. SCHLEGEL: I missed that.

COM. HATCH-MILLER: I was there. I gave a
presentation but also listened in on a number of the
speakers who were all talking pretty much about demand
side management. There's -- are you familiar with the
ASU program? They're giving free energy audits to
medium-sized businesses up to, I don't know, $2 million
annual revenues, quite a number of employees and the
like? Are you familiar with that?

MR. SCHLEGEL: Yes, Commissiocner
Hatch-Miller, I am familiar with the ASU energy audit
approach, yes, not with all the details, but I am
familiar with it.

COM. HATCH-MILLER: This is kind of an aside
from what we are talking about.

CHMN. SPITZER: And ASU are three dirty
letters down here.

COM. HATCH-MILLER: I understand that, and
the fact I worked for U of A I am very proud of.

I thought that was interesting. I want to
talk to you about that sometime in the future. I guess
the point you are trying to get us to understand is that

instead of just moving towards more and more generation
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or more and more transmission or more and more
distribution of the energy, what we need to do is find
ways to use less of it. And when we can find ways, and
you have given me the figures in various workshops, but
a very small decrease in the amount of energy that we
consume can lead to a significant decrease in the number
of generation units we have to build, number of miles of
transmission lines. I guess that's what you're saying,
and you're hoping that there will be, if I hear you
right, you are hoping there will be some funds targeted
for doing just that.

MR. SCHLEGEL: Yes, Commissioner
Hatch-Miller. Everything you said is true.

For this particular, particularly the second
condition I am suggesting here, this is for customers
who really don't have capital. Many of the programs we
have discussed in the past and that are before you in
other forums, the energy efficiency money that comes
from ratepayers pays a fraction of the total cost and
most of the cost comes from customer investment. The
problem with schools is they have no capital to invest
because every single dollar and more needs to go to pay
teachers and to just pay the facilities the way they are
now. They can't really invest, and the same goes with
municipalities in the current environment that have
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limited capital. But they do pay regular utilities
every month, they are a regular payer of that, and if we
can positive cash flow invest for them and they can get
the benefits of energy efficiency without outlay of
capital, that would be a good solution for these two
particular groups.

COM. HATCH-MILLER: And they would be able
to enjoy some cost savings as well as a result of less
energy use.

MR. SCHLEGEL: Yes.

COM. HATCH-MILLER: I appreciate,

Mr. Schlegel, your coming and continuing to remind us of
this important thing.

CHMN. SPITZER: Commissioner Mundell.

COM. MUNDELL: Jeff, I appreciate all your
participation in the Commission proceedings in the
different dockets that you have taken the time to
participate in. I think Commissioner Mayes indicated in
our opening remarks that whenever we hold these public
meetings, we always learn something, and it always helps
me think of gquestions to ask when the evidentiary
hearings start which again start on Monday in this
matter.

So you and Valerie, the previous speaker,
have raised some interesting issues that I think need to
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be asked of the applicant, of the buyers: What 1is their
position on energy efficiency; what is their position on
solar and wind and other sources of renewable energy;
what 1is their position on energy efficiency. So again,
these public comment sessions are utilized at least by
me and I think the other Commissioners to help formulate
questions when the hearings start on Monday. So again,
I appreciate your comments and it's given me a lot of
food for thought.

MR. SCHLEGEL: Thank you.

CHMN. SPITZER: Jeff, thank you, and we
encourage you to continue to submit your materials to us
in this docket.

MR. SCHLEGEL: Will do, Mr. Chairman. Thank
you.

CHMN. SPITZER: Thank you.

Gale Marsland. Gale Marsland, G-a-l-e,
M-a-r-s-l-a-n-d.

A FEMALE VOICE: She's not here right now.

COM. HATCH-MILLER: Why don't we put her
aside for a minute, come back to her.

CHMN. SPITZER: Dan Gregory.

MR. GREGORY: Dan Gregory, D-a-n,
G-r-e-g-o-r-y.

Through my employers and associations, I
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have been familiar with the volunteerism and community
service community in Tucson for gquite some time. I'm
also very familiar with the good work and had confidence
in the leadership that has been shown in our community
by UniSource and TEP.

I am in support of this merger. I recognize
and appreciate that the company needs to grow and in
doing so strengthen, and this merger will do just that,
keeping the corporate headquarters of the company in our
community for some time. Being here will allow it to
continue its history of good corporate citizenship. It
will allow it to continue as an enabler of
collaborations and as a capacity builder for
volunteerism in our community. With the dwindling
federal and state dollars, having UniSource and TEP
remain as one of the few local corporate headquarters in
our community will only serve to strengthen and build
our community through their support of dollars and
people power, something that will only become more
necessary in the coming years.

Thank you.

CHMN. SPITZER: Thank you.

Commissioner Mayes.

COM. MAYES: Mr. Gregory, thank you very
much for coming and indicating your support of the
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merger.

It's interesting, we've heard from a lot of
folks in a lot of different communities like you who are
involved in the volunteer activities and nonprofits and
who have said exactly what you said. My question to you
is we know the people are saying UniSource has been a
good community partner, but doesn't that argue for
taking a very, very close look at this and making some
serious demands of these potential buyers about keeping
that commitment? I mean, what in this, what have you
seen in the proposal that gives you real comfort that
that commitment would remain past five years from now or
seven years from now?

MR. GREGORY: I guess personally, I'm
relying on the experience and the confidence that I have
in the current management and leadership, and I guess
I'm taking it as a best case scenario. It's a naive way
of looking at it, but --

COM. MAYES: ©No, no, it's a fine way. I
certainly understand wanting to believe that, but, you
know, the company has said that its investment window is
seven years and that it has promised to keep current
management for five years. What happens after five
years? That's not that far away.

MR. GREGORY: And I also lock at it, too, as
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maybe at this time a best case scenario. Maybe if the
merger didn't happen, they could be acquired in two
years and have their headquarters moved to Chicago.
They're one of the few companies in Tucson and in
southern Arizona where decisions are made locally. That
puts us at very much a disadvantage even to 100 miles up
the road to nonprofits in the service community in
Phoenix.

CHMN. SPITZER: Thank you. Very good.

Commissioner Gleason, then Commissioner
Hatch-Miller.

COM. GLEASON: Yes, we've gone through this
scenario several times, but a couple of questions.

Would you agree with me that the decision making for
money going to the charities and nonprofits is a
management decision? In other words, that's
stockholder money. So would you agree that it's the
management, the type of management that does that?

MR. GREGORY: I would agree with that.

COM. GLEASON: Okay. And then part of this
merger is that management says they will stay. In other
words, management says they will stay for five years.
Management says they will reinvest. So at least I think
your point is well taken that maybe we better take the
five years because a company that's -- I make two
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points. A company the size of UniSource is probably
going to be merged, gobbled up, something, down the
line. That's just the way these things go.

MR. GREGORY: Right.

COM. GLEASON: And I also think that you've
had terrific management in this company. I think this
is a company, they took a company that was on the verge
of bankruptcy and made it a very, very good company.
Now, when you get guys like that in management, they can
go out and get another job someplace in ten days and
probably a better salary.

So the consensus is I think your point is
well taken. Maybe we, one of the advantages that this
thing has is that we keep -- now, I say this is one of
the advantages. We have a lot of things to look at
here, but one of the advantages is we have a chance of
keeping them. Is that --

MR. GREGORY: I think I see it as an
advantage to be able to keep them. And again, all I can
base it on is my personal experience and history with
the management and leadership that is in place now =--

COM. GLEASON: Thank you.

MR. GREGORY: -- and my confidence in them.

CHMN. SPITZER: Thank you.

Commissioner Hatch-Miller.
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COM. HATCH-MILLER: Thank you, Mr. Gregory,
hi. I appreciate you coming forward, and you're
representing a dilemma that we face and that is that we,
I like hometown companies. I like what UniSource has
done in this community and elsewhere, and I am pleased
by the community involvement that they have shown. I
called them up and they helped me find $100,000 for low
income folks around the state so they could help pay for
some of the natural gas bills last winter. But I also
want to be assured that that's not going to go backwards
as we go forth. And I want to make sure that the
community involvement continues.

And you bring up a good point. You say,
"Well, they could be gobbled up in two years by," I
don't know who, PG&E, Southern California Edison. I
don't know who is in the marketplace to buy up power
companies. But there's no guarantee that that won't
happen anyway. And as I understand it, there is no
guarantee in this contract that says this company won't
be sold in six days, six months, six years. And so I
think that, you know, what I am trying to do here is to
make sure as we go forward that that community
involvement is continuing because to me, it's a critical
piece of our local utilities, whether it's telephone or

electricity or whatever.
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MR. GREGORY: Right.
COM. HATCH-MILLER: I guess that's a
statement, and I didn't mean it to be. Isn't that true?

MR. GREGORY: ©No, I think it is important.

COM. HATCH-MILLER: Thank you.

CHMN. SPITZER: Mr. Gregory, thank you very
much for coming.

MR. GREGORY: Thank you.

CHMN. SPITZER: Debbie Rich.

MS. RICH: D-e-b-b-i-e, R-i-c-h.

I am here I guess to echo the sentiments
that Dan just shared with you all of our endorsement of
the merger of Tucson Electric Power Company, UniSource.
I believe that UniSource as our corporate citizen in
Tucson, as a director of a nonprofit organization in
town, the company has shared its strengths with us
innumerable ways from volunteer support to management
mentoring to financial investment in resources for our
community's children. And I know that they are a leader
in our community to do that, the role model that other
corporate citizens look to to formulate their plans of
giving and sharing their resources. And I think that it
would be a tremendous risk to Tucson, to all the
citizens, particularly children in our community, to
lose that corporate citizenship.
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So with that said, I think that it's
extremely important that we look immediately, that this
merger will help our community, strengthen it. Five
years is better than two years, and I think we need to
look at that, that there are no guarantees. But
Mr. Pignatelli's testimony stating that these
commitments were entered into in good faith and they
took them very seriously and they are binding
commitments, I trust that leadership because he and the
whole administration of TEP have led our community, and
I think that we have faith as citizens in them.

CHMN. SPITZER: Debbie, thank you.

MS. RICH: Sure.

CHMN. SPITZER: John Dougherty, and
Mr. Dougherty has prepared some written materials as
well.

MR. DOUGHERTY: John, J-o-h-n, Dougherty,
D-o-u-g-h-e-r-t-y.

Mr. Chairman, members of the Commission,
thank you for this opportunity to speak about this
important matter.

My name is John Dougherty, and I am
representing the Tucson Metropolitan Chamber of
Commerce. On behalf of the 2,200 members of the Tucson

Chamber, I am here to endorse and lend support to the
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acquisition of UniSource Energy Corporation by Saguaro
Utility Group and the retention of local Tucson
leadership within TEP.

This evening, you may be hearing personal
concerns and individual gripes about this acquisition,
but speaking for the larger Tucson business community,
this acquisition should be approved by the Corporation
Commission and TEP should remain in the community as a
major contributor to our city. It is equally important
that TEP retain its local management and headquarters
here in Tucson.

It is almost an economic certainty that any
time a large firm acguires a smaller company, the major
decision-making authority and management is shipped
outside of Tucson. It benefits the business and
citizens of Tucson when these elements are retained
locally, and we have been assured this will be the case.
The Tucson Electric Power Company board of directors has
deep roots and strong ties to Tucson, and would not have
approved of the sale if they weren't convinced that
TEP's ties to Tucson would remain robust.

TEP doesn't just tell you they are active in
the community; it is a matter of record. The company is
a heavy investor in the greater Tucson area which is
demonstrated by TEP receiving one of the prestigious
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1
1 1 Points of Light Awards earlier this month. TEP has
2 become the only two-time winner of this community
3 volunteer award, and was joined this year by corporate
4 honor roll companies General Electric and KPMG
1 5 Consulting. It is clear TEP's commitment to Tucson is
6 second to none.
1 7 The Tucson Metropolitan Chamber of Commerce
8 1s the largest autonomous chamber of commerce in the
9 State of Arizona and proudly serves as the business
10 advocate locally and statewide. This acquisition is
11 good for business, and the Tucson Chamber is proud to
12 put its stamp of approval on it.
‘ . 13 Thank you very much for your consideration.
14 CHMN. SPITZER: Thank you.
15 Commissioner Hatch-Miller.
16 COM. HATCH-MILLER: Well, again, I am trying
17 to be the voice of reason here. I appreciate your
18 coming, Mr. Dougherty, and supporting this
19 reorganization. I think we're, though, in agreement
20 that the prices that local businesses and industry have
21 to pay for electricity is really key to their success.
22 So, and the fact that the electricity being available
23 and reliable, being able to meet the increasing loads
24 that we see in Arizona, although we're not just in the

o -

UniSource territory, is really critical. So I hope you
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1 are also in support of us looking really closely at

2 this --
3 MR. DOUGHERTY: Absolutely.
4 COM. HATCH-MILLER: -- and not, you know,

rat
e

W 5 making sure that every I is dotted and every T is

iy
i

i 6 crossed and that there aren't any hidden issues that
7 remain. We want to look at the small print.
8 MR. DOUGHERTY: Absolutely, and the Tucson
9 Chamber is fully confident in the competencies of this

10 Commissicn.

11 COM. HATCH~MILLER: Thank you very much.
12 CHMN. SPITZER: Commissioner Mayes.
. 13 COM. MAYES: Hi, Mr. Dougherty.
14 Again, sort of the same question to you. I

15 appreciate your confidence in the current management,

16 but do you have the same confidence in KKR of New York

17 City?

18 MR. DOUGHERTY: I am unfamiliar with that
19 group.

20 COM. MAYES: They are the folks who want to

21 buy the company. They are the folks who would own this,
22 the company if this Commission approved it.
23 MR. DOUGHERTY: I've read the Staff
24 recommendations regarding their confidence in TEP's
. 25 continued commitment to the community, and they were in
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agreement with my organization that that commitment
would remain undiminished.

COM. MAYES: Our Staff's?

MR. DOUGHERTY: Yes.

COM. MAYES: I think our Staff recommended
again the deal.

MR. DOUGHERTY: Regarding the community
involvement, they were confident in its continuation.

COM. MAYES: Okay. I guess I would just
point out that it wasn't until our Staff made some of
those, made it clear that they were concerned about
getting a binding commitment in any proposed sale about
making sure that the headquarters remain in Tucson and
making sure that the management remain, that the company
came back in its rebuttal testimony and said, "We will
offer to propose that language." So before the concerns
were raised, they weren't willing to go ahead and say,
"Yes, we'll put binding language in the deal." So, I
mean, I do think it's important that, you know, that we
look at the details. The devil is in the details, and
that is our role as regulators.

I appreciate you coming.

CHMN. SPITZER: Commissioner Mundell.

COM. MUNDELL: Thank you, Mr. Chairman.

Mr. Dougherty, I appreciate your coming
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also.

Our Staff has actually taken a neutral
position on this particular matter, and I will just read
to you what they have said. "At a minimum, the adoption
of Staff's proposed conditions 1is necessary to mitigate
increased risks for and potential harm to the company's
customers. Unless Staff's conditions and changes as set
forth in its testimony are adopted in addition to those
conditions proposed by Mr. Pignatelli, Staff would
oppose the transaction. Even if these conditions and
changes are adopted, in the absence of comparable
benefits to customers, Staff at best would be neutral
regarding approval of the transaction.”

So, you know, we're looking sort of
backwards at how the management has performed, and
everyone says they've done an admirable job, but our
responsibility is to look forward to see what will
happen to the people of Tucson and Pima County and the
other customers of the new company if this purchase is
in fact approved by purchasers from other parts of the
country. And so I, that's what we're, that's the
dilemma or that's really the issue, not whether the
current management has done a good job of reviving TEP
over the years and not whether they've contributed to

the community and been involved in the community but
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what will happen, you know, once we approve, if we
approve this acquisition, sort of out of sight, out of
mind. And the other adage would be trust but verify.

We have heard all the promises, but we need to make sure
all the conditions are in any agreement.

And then the question as I said when I made
my opening remarks this evening is what is, what are or
what 1is the benefit to the customers, whether they be
residential customers or business customers if in fact
this matter is approved and why is it in the public
interest. So these are tough public policy issues that
we have to grapple with.

But I just want to make sure the record is
clear here, there's not, you know, total unanimous
agreement by folks that are participating. In fact, as
I recall, RUCO has come out against this particular
acquisition, Residential Utility Consumer Office. So
there is a wide variety of opinion on what this
Commission should do, and the hearing has not even
started yet, but it will start on Monday. And the
Chairman explained how the process works in great
detail, but the hearing is like a trial. The witnesses
will be put under oath, cross-examined, books and
records have been subpoenaed. Interrogatories, what are

called data requests here at the Commission have been
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sent out. So this issue will be closely scrutinized,
and we'll make obviously the final decision, but I think
it's important for all those things to be out on the
table so everyone sort of has what the big picture is
here.

MR. DOUGHERTY: Commissioner Mundell, thank
you very much for that clarification, and certainly our
organization will be watching the proceedings very
closely.

COM. MUNDELL: We appreciate, I and my
fellow Commissioners appreciate your participation in
the process. But there are a lot of, like I said, this
is a case of first impression, a private investor, you
know, organization, entity, LLC wanting to purchase a
publicly-owned utility. There has been other
acquisitions of smaller scale in Ohio and with a
transmission system in Michigan, but a total buyout,
there is another application pending in another state.
So as I said this morning, we had a Procedural
Conference on this matter, we need to go slow and we
need to make sure that whatever decision we make is the
correct one and protects the public.

CHMN. SPITZER: Thank you, Mr. Dougherty.
We always appreciate hearing from you.

I would just add, John, that, and it's good
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to hear from the business community and nonprofit
community, and that's a testament to the credibility of
the existing management team. However, the board of
directors of this company or any public company would
not accept a stock offer at a discount to the trading
price, nor would it be likely to accept an asset offer
at a discount to book. So every transaction is going to
have some premium attached to it.

There has been pointed out there are good
transactions and bad transactions. Some transactions
start out good and go south, and others that are
questioned initially turn out to be very good. And our
job is without benefit of hindsight to do the best we
can examining the evidence to get the best deal for all
the people of southern Arizona.

You know, there's a big gorilla sitting at
the table here that we are not talking about, and that
is i1f the Public Utility Holding Act is repealed, you
could have a situation -- which passed, I believe that
passed the United States Senate, and in the
conflagration that was with the energy bill last
December went down, but it is still out there, and there
are arguments on both sides. You could have a company
like Exxon Mobil buy UniSource and move every stick of
furniture to Houston. That could happen, regardless of
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how we proceed with this case. That's a frustrating
element, but it's still important.

So I think you understand, we're not, the
five of us expressing concerns on both sides are not
being ambulate here of indecision. There are certain
times when you cross the Rubicon, and you have
irreversible result, and this may be one of them. And I
think, again, Jjust to say in another way what all of my
colleagues have said, we intend to look very carefully
and do the right thing for the company and the right
thing for the people of southern Arizona.

MR. DOUGHERTY: Certainly.

CHMN. SPITZER: Thank you.

Fred Chaffee.

MR. CHAFFEE: Chaffee, F-r-e-d,
C-h-a-f-f-e-e.

I want to thank you for the opportunity to
speak on behalf of the work that Tucson Electric Power
and UniSource is doing. I'm the President and CEO of a
very old Arizona agency that serves children and
families who have been around since 1912. Last year, we
served 36,000 children and families. And while I stand
here and talk to you from Tucson, we are 1in every nook
and cranny in the state. In fact, Commissioner Mayes,

we will benefit from the bed race tomorrow in your city
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1 of Prescott.

2 As such, I want to talk from the perspective

3 of two things. One is our experience obviously with TEP

4 as a great corporate citizen who has given our agency

5 over the years hundreds of thousands of dollars worth of

6 time and energy and ways of doing things, sometimes

7 checks. Sometimes workers coming out to the different |

8 facilities that we run and do things and volunteer with

9 kids that give kids a great message that they're

10 interested in them because they are kids and those kids

11 then have worth.

12 But I alsoc want to speak as someone who is

13 statewide who these days like many of you spend most of

14 my time in Maricopa County because Maricopa County is

15 where our major growth is and have seen a lot of

16 corporate headquarters leave our state and have felt the ‘

17 kind of falling off of local control and resources. We

18 can't go to Chicago and ask with the same degree of

19 comfort that we can go to Mr. Pignatelli or someone else

20 here. You know, we started in 1912 and Valley National

21 Bank was around, and now we are going to rename BOB

22 something, Chase Morgan or whatever. And I recognize

23 that you represent all of us as consumers, and I applaud

24 the kind of deliberate way that you are looking at this

25 and looking at it not from one side or another but with
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the mind set of what's best for Arizona and its citizens
and recognize that you have an evidentiary hearing
coming up.

But I just wanted to say from my
perspective, the kind of wonderful support we have had
here in southern Arizona we now experience in Prescott,
and from the same company, UniSource. And we've begun
to experience in Mohave County, and we're in Havasu, and
we're in Bullhead City, and the kinds of work that
happen with good corporate citizenship has meant an
awful lot to our organization and an awful lot to the
children and families we serve. So from the perspective
of a charity that has been around an awful long time and
a charity that recognizes that our state like many
states has lost a lot of good corporate citizens because
headquarters have moved somewhere else, I want to put
our voice in towards supporting this process.

Thank you.

CHMN. SPITZER: Commissioner Hatch-Miller.

COM. HATCH-MILLER: Thank you, Mr. Chairman,
Mr. Chaffee. It's okay to say the name of your
organization.

MR. CHAFFEE: Arizona Children's
Association.

COM. HATCH-MILLER: Arizona Children's
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Association. Thank you for coming here. I hadn't heard
you saying it.

MR. CHAFFEE: I'm glad you did. It helps
with the brand.

COM. HATCH-MILLER: Right. You're out
championing it. That's great you are here tonight.

CHMN. SPITZER: Will Creamer.

MR. CREAMER: W-i~1l-1, C-r-e-a-m-e-r.

I am the director of a program called Reach
Out and Read Southern Arizona. We're responsible for
getting books to pediatricians who give them to children
zero to six years old.

I am in favor of this because TEP has always
as has been expressed by numerous speakers as a good
public citizen supports our efforts. I run the
nonprofit out of my home, and I appreciate a variety of
activities they've sponsored that introduces me to other
people who are doing public nonprofit work, as well as
the United Way. So I want to support that because I
think it's in the interest of the community to keep the
management of the company here to continue to support
small business people like myself.

Thank you.

CHMN. SPITZER: Thank you.

Commissioner Hatch-Miller.
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COM. HATCH-MILLER: Thanks. I get to do
this each time. It's so fun.

Mr. Creamer.

MR. CREAMER: Yes.

COM. HATCH-MILLER: I was very fortunate to
have dinner with one of the heads of Reading 1is
Fundamental in Washington, D.C. a couple weeks ago. I
would love to connect you to him if that would help. I
am very excited about what you are doing, not only for
being here tonight, but those of you coming in here that
provide the work within the community is just a great
asset.

Thank you.

MR. CREAMER: RIF 1is a good friend of ours
as well. Thank you.

CHMN. SPITZER: Al Sterman.

MR. STERMAN: Commissioners, if anybody
hasn't said so, welcome to Tucson.

CHMN. SPITZER: Thank you.

MR. STERMAN: We're glad you're here. We
don't see you often enough, I think, as we travel that
125 mile place into Phoenix.

First of all, I want, I've read most of the
testimony, I've read the rebuttals and the surrebuttals,
and I want to commend the Staff and support the Staff in
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its recommendations. I think they're on target. I
think they're still grappling with a number of other
issues as you are and as you have indicated this evening
the kind of issues that we have to grapple with.

The concerns that I have right now have not
been adequately addressed. I'm not sure they can be
because they're almost future in nature. The
prospective buyers of UniSource Energy and TEP are
investors, and therefore must be concerned with their
bottom line, the value of the company today and what the
value of the company will be when they are prepared to
sell it. The buyers say they are long-term investors
and over the years have bought and sold companies after
holding them for about seven or eight or maybe ten
years. Utilities historically are 20, 30, 40, 50
year-old entities. Their investments go that far out.
They do not go 7, 8, or 9 years.

CHMN. SPITZER: Al, if I may, I always enjoy
your testimony, and I'm not saying I disagree with your
premise, but isn't it true that the current holdings,
the current stock ownership of UniSource is 80 percent
institutional out-of-state investors, some of whom are
hedge funds, who have time horizons of two hours?

Isn't that the world, I mean, whether we like it or not,
isn't that the world we are in now?
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MR. STERMAN: That may be true, and it all
depends what kind of investor they are and what kind of
influence those particular investors have on the local
management and the local company. Can they come into
Tucson as a hedge fund and say, "You do this, you do
that, or you're out," and under the present conditions,
they can't do that. And that's, under the new
condition, the investors own the company and can do what
they want, when they want, despite the fact that they

may say they'll do certain things.

The investors are ready to pay a 30 percent
premium over the current stock. Therefore, upon sale of
UniSource, they would have to grow the company and its

profit at least that much to recoup their investment,
and that is not counting any money they will be putting
into UniSource, so that they would have to really grow
the company, perhaps 30, 40, 50 percent, and is that
reasonable in this economy and in this economic factor
by 2008 or 2011 when they say they are ready to go and
sell the company to some other investors. What happens
if these projections that they have to grow this company
fall short? Who picks up the difference?

Today UniSource if not locally owned is
locally managed and has a stake in the community and are
considered good neighbors. While they have pledged to
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continue and expand community giving and good works,
this may not hold true when the new owners decide to
sell. Today, UniSource has a direct and distinct
presence in this community and many other areas in the
state, i.e., Flagstaff, Kingman, Nogales, others. There
is a good and direct communication between the company
and the communities they serve. If the sale is to a
large national or multinational energy or multifaceted
corporation, what happens to the relationship between
and among the stakeholders? Are we to be an office in
Florida, New York, London, or even Zurich? And all
that is looked at is how much revenue can be produced
for their noncustodial parent.

I would like to reference for a minute
Mr. Scott's rebuttal statement on page 2 of the
statement of May 25, 2004. "KKR and its facilities --"

COM. MUNDELL: Al, say that again, please,
the reference.

MR. STERMAN: Reference is page 2 of
Mr. Scott Stuart's statement of May 25, 2004 in his
rebuttal statement. "Our mission is to create
substantial value over a long period, seven years, eight
years. The average time of affiliated fund-owned
company is about eight years. Some have exceeded ten.

We take a long-term view of the company's performance."
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While I have no qualms concerning that as a
purely business statement, I must differ as to the
companies such as UniSource Energy and TEP within the
corporate structure. While TEP is a business and is
also as we know a utility and serves its communities
with the commodities that are unique in our society, it
is one of the few truly necessary in our economic system
and can't be treated as cars, toasters, or TV cable or
something else. This Commission when it acts must
insure that over the horizon a stable, reliable, and
affordable source of electricity is available to all.

Thank you very much.

CHMN. SPITZER: Al, thank you, as always.
Very articulate. Thank you. We encourage you to
continue to participate.

Carolyn Smith.

MS. SMITH: Good evening. It's Carolyn,
C-a-r-o-1l-y-n, Smith, S-m-i-t-h.

I will actually be reiterating a lot of what
my colleagues in the nonprofit sector have said. I
represent the American Cancer Society, and we have
benefited greatly in the past from our strong
relationship with TEP. They have provided us with
thousands of scholarship dollars and grant money which
we know is sometimes shrinking in the community. It's
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hard to keep digging into a pot when there's so many
people who are picking and choosing amongst the
charities and there are so many of us here locally, I
believe almost 4,000. They have also provided hundreds
of volunteers and participants for our events and been a
very strong community partner with us as a health
organization. We hope to continue the tradition of
supporting one another and we look forward to a future
with TEP as a local entity. Their presence as a leader
in the community sets an example of community caring and
reflects the tremendous generosity of Tucson's business
community.

Also as a customer, we support the
acquisition, and we hope there is no negative impact as
a result of the buyout.

Thank you very much.

CHMN. SPITZER: Commissioner Hatch-Miller.

COM. HATCH-MILLER: Thank you, Mr. Chairman.

I would assume you have had a chance to sit
down and talk to UniSource at some point in time about
the future of their involvement with the community as
far as the not for profits-?

MS. SMITH: Yes, we are in touch with their
communities relations director, Sharon Fultz.

COM. HATCH-MILLER: Help me out in terms of
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some of the conversations you have had. What are you
being told? Hearsay is okay; this is an Open Meeting.

MS. SMITH: Obviously everything we have
been told has been published.

COM. HATCH-MILLER: Right, but you have been
asking questions I'm sure yourself. A lot of times, the
reason people come to a meeting like this in support of
something is they have had a chance to talk to the
company and ask their questions and have been I would
assume reassured.

MS. SMITH: We have been reassured. There
haven't been that many questions to date. I anticipate
there could be in the future, and I hope they will
provide answers to their community partners including
the nonprofits.

COM. HATCH-MILLER: But I assume you would
ask the question are you going to continue to be
supporting the American Cancer Society in Tucson.

MS. SMITH: Not directly, no. We haven't
asked that questibn, but we base our trust in their
current leadership as others have said and the fact they
have been such a strong community partner and we have no
reason to doubt that will change.

COM. HATCH-MILLER: And again, I am not

trying to challenge you in any way. I am trying to
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understand. It doesn't come from actual questions you
were able to ask and achieve someone's statement to you
saying, "Yes, we will continue to be with you." What
you are saying is it's based upon the fact that over the
past years, they have been right there beside you.

MS. SMITH: Exactly.

COM. HATCH-MILLER: Okay. That's kind of
like my wife. I don't ask her, "Are you going to be
here tomorrow?"

MS. SMITH: You just hope she will?

COM. HATCH-MILLER: Well, no, I -- 1is there
any blushing?

COM. MUNDELTL: There's a court reporter
here, Jeff.

MS. SMITH: I'm sorry. I didn't mean to
embarrass you.

COM. HATCH-MILLER: No. I assume based upon
our relationship from the past that she will be. There
isn't any reason for me not to.

CHMN. SPITZER: The Chairman is reluctant to
stop Commissioner Hatch-Miller.

COM. MUNDELL: He is digging himself a hole.

COM. HATCH-MILLER: I will stop there.

MS. SMITH: We understand there are no

guarantees going forward. We just hope and continue to
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have faith in Jim Pignatelli and the leaders at TEP.

COM. HATCH-MILLER: Thank you very much.

CHMN. SPITZER: Vlad Slomberg. Is that
correct?

MR. SLOMBERG: Yes, it's Vladimir,
Vv-l-a-d-i-m-i-r, Slomberg, S-l-o-m-b-e-r-g.

Thanks for holding the hearing here, and I
have something typed up, but I have to correct some of
that, but I can do that before the next meeting.

CHMN. SPITZER: Mr. Sl